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1: ~ i ~ t l t t t c a  .' ' . 

incrcinental costs incoipot.atcd into TILIIIC, which arc alniost certainly far Iiiglicr than 

the short-run incremental cost lcvcls tha t  \\~otild infoi.m I1.IC pricing if the lLllCs wei-e 

suhject to  substantial intermodal competition.' 

all-catly i s  hciiig erocled. H i i t  existing U N l i  prices ai-c bascil on the loiig-run 



f i c i l i t i es -hascd conipct i tots.  Hy iiiiikiiig I ~NI~-IxisccI cnti-y i i iotc costly. l l - l ; ( ' s  seck to  

prevciit C'LI<Cs ii-om ciitci-iiig the market. The ILECs advocate higlicr U N E  prices ( b y  

advocatiiig \,ersioiis o f  ei i i l ieddcd costs. 01- use of incflicicnt utilization assumptions) not 

b e c a m e  they belic\,c [ha t  i t  is consistent wit11 the Coinmission's desire to see more 

facilities-hased compctitioii, hu t  because they cspcct such prices \voiild significantly 

si ippi-c\s hotli facilities-bnsetl and noi~-l~~cili t iei-l ,aicd 1oc;iI competitioii altogetlicr 



attributes of  routing a i d  topography of ai incirmhcnt's i ict \wik iii t l ic  dcvclopliient of  

forward-looking costs." I ( / .  at l l l i  50-52. 

I 1 . The Nl'l(M sce6s collllllclll Oil 111rcc :lllel-ll;lti\~c al'p"';'cllcs to 

iiiiplcincnting this tentative conclusion. First, i t  suggcsts that bcc;iusc the I L K S  h a w  

becn subject to pricc cap rcgulation, eiiibcdded costs niight be :I good pi-oxy for fonvard- 

lookiiig costs. /d. at  1; 5 s .  Second. tlic NI'IIM seeks coiiiiiiciit oii n definition of 



at  2 5 .  0 1 1  [ l ie sti-ciigtli o l . t l i i s  iiici-c assert ion, SI3C' ai-gucs that  "[ tJ l re C'ommission SIIOLII~ 

make t h i s  presumption of'nct\rork eflicicncy . . . i / . / ~ / ) i / t t r r h / c ~  as  to a11 LEG'S suhject to 

p i c e  c:ip regulation i n  ;i particular state." /d at 26-27. cinpliasis supplied. 
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17. In addit ioi i .  iny i n i t i a l  Ikclai-ation noted that  i t  would be surprising i f  

ILllC's that  opei-atc iiiidcr :I pi-ice cap rcgimc achieved the miie level of cost reductions 

that  li:i\,c been obscr\-ccl iii otlicr net\vork inclustrics tli;it have transitioncd to n less- 

rcgiil;ited cnviroiiment. bccaiisc the penalty foi- suh-optimal pel-lbrmancc is miich less 

swc i -c  for regulntcd t i r n i s  opcr;iting under pi-ice cap reg imes than li)r lirms operating iii 

coiiipctitive o r  coi\te.;t:ihle niarkets. 1:iriiis opcr;iting under price cnp i-egul:itioii do not 

h c c  tlic 111-ospcct o f  actually losing signi licant por t i o i i s  ofthcir- t lemaiit l, and therefore clo 

i i o t  kicc the snmc iiiccnti\.es to I-educe costs. 'l'lic t l i rcsl iold cl i  fli.i-cncc is t h a t  firms that 



pro\.ision o f  local sei-\.icc (aiid coi-t-csl'c)n[liiig UNI:s) i s  less competitive and pl-ovision of 

broadband sei-vices is mot-e coiiipctiti\.c. imagine l io\v I L K S  might bc able to change the 

al locat io i i  of  the joint  antl  coi i i i i io i i  loop plnnt bct \ \ccn tliesc scrviccs siniply by 

ad\.ocutiiig diffcrcnt alloc:itioii :ippi-o~iclics, i.~,.. assessing one or tlic othcr service only its 

incremental costs. tr l locati i ig joint aiid coi i i i i io i i  costs on the basis o f ' c~ is to i i i c r  counts, 

alloc;itiiig joint aiid coi i i i i io i i  c o s t s  hascd on i-cl:iiive rc\'ciiiies, allocating joint an t l  

coiiiiiioii costs on the hasis of  relative b:rncl\vidth. antl so on. Cy/: BclIsoutli!NEIiA ai',, 40 

IO 



arc not so drnmatic ;is to crc;itc political prcssrir-e to iiicinxse the pi-otlrictivity offSct. 

implcmcnt rsccss  profits taxes. 01- institute soi i ic  other form ol'sliaring of cost  savings 

with ciistoiiiers.' L3y delinition, tlic iiicenti\,cs to he iiioi-c efficient crcatccl by compctitivc 

or contcst:ihle m:irkets li:ivc no such  institirtionnl coi1str;iints. 

2 I . I also n o t e d  that other aspects of the regulatory cnvironmcnt create 

iiiceiiti\ cs t ha t  cut against those tli:i\ niay utIier\\ isc csist to iiiiprovc eflicicncy under 

price cap regulation. I c i ted  the cxaniplc ofSI3c"s I'rci.icct Pronto. \vhcre significant 

portions ( i f  tlie copper local loop iict\voi-k ai-e beiiig o\.ci-laid \vi l l i  liber. h u t  ivlicrc SI3C 

il ia)' Ii:i\ c re\ijtcd clitiiiiintiiig t l ic copper fkil i t ic\  s o  that i t  C O I I I C I  iiiipro\,c i t 5  cliaiicc\ 01' 

per5ii:iiIiiis the C'oniinission to i inbundle oiil!, its Icg;icy copper-1i.d l ( i o p .  



111 tlie coi i tcst ol'nrguing that TIILRIC' sl iould not rcllect the nbiqiiitous deploy~ncnt of 

tlic m o s t  cflicient tccliiiology dcployctl iii the i i i os t  cl ' l ic iei i t  t i i a~ i~ ier  possible ~ - -  ;111 

nrgiimeiit I nddress l x l o \ v .  I t s  signilicnnce, l i lr the pi-cscnt d iscuss ion,  i s  that if [LECs 

transition only slo\\.Iy to 11iorc cflicient tccl i i iologies tlcployctl in iiiorc eflicient 

coiiligiirations, t h i s  /ii{/.si mc;iii th;rt their existing technologics i n  tlicir existing 

co111i~ur:itions are /io/ c ~ ~ i c i c n t .  ') 

I:! 





ignore ll ic fact t h a t  tlic incremental cost or  IIicir sunk assets i s  :(,/YJ. and seck to suggest 

t h t  ('t.l:(~'s should pay the current cost  of 'constructi i ig tkc, //oi'o these inelliciciit facilities 

and  nct\\.ork co l i  figti r a t  i 011s. 



7 s .  The STI3, llir c.x;iinplc, calcu lates long-rtin f(ir\\'ai-~l-loolcing costs by 

osstriiiiri? entry o f  a niost cflicient hypothcticnl coinpetitor. using a most-efficient 

l ict \ \ ' ( i r l i  conligui-ation designed to i i i ; isi i i i i ie capacity utilizatioii. aiitl employing state-of- 

the-ai-t technology 

tile I)isti-ict o f  Columbia ;IS ;in appropi-i;iic i-;ite staticlard. 

:it1 approach t h a t  Iias bccn i ipl icld b y  t l ie  [J.S. Coiirts of  Appe:ils for 

C .  I I , E C  C~oiiinicnts Supporting Use of ;I 'I'hrcc- to  I;ii.e-Year I'lanning 
Horizon (Ilyhritl Sli lCilicprotl~iction Cost) I n  thc Forward Looking 
Cost S t ;I II tl :I rtl <\re E co 11 n ni i c a  I I y :I 11 tl Ope r :I t i o II a I I y I r r :I t i o n :i 1. 

3 0 .  Short-run incrcnwntal costs ("SI<IC") i-cIlcct only the costs t ha t  \vi11 hc 



s ta i i t l a id  treats the prcpoiidcrance o f  the nsset hasc :is sunk. \\.it11 ;I f~~i-\v~ird-looking cost 

of yet-o (no  espciiditure is required to coi i t ini ic to provide the service. and 110 expenditure 

can he avoided i f t l i c  sewice cc;iscs). Only in the long ruii ~ w h e n  the ILEC is faced wit11 

the choice of replacing t l ic sunk xsc t  or not ~ clo costs for tlicsc assets cxcccd zero 

~ n ~ e s s  L~eiiiantl e ~ c e c t ~ s  capncity. S I ~ I C  \vi11 l i e  ~oivcr  tIian L R I C .  

I :  D - .  \Vcisiiian, testifying 011 beliiilfol'Q\vcst. agi-ccs \\it11 th i s  ; is~c~sii ieii t .  
Q\vcst/\Vcisman at 1; 2 2 ,  11. 45 ("Short-run marginal costs do no t  include capacity costs. 

purposes Iicrc, \vc assuiiie [licit the iiicmnhciit provider is operating \vitli cxccss capacity 
so tliat short-run marginal cost i s  lo\vcr than long-I-tin innrginal cost and l ie l ice prices set 
cqtial to short-run iiiargiiial cost \vot i ld not cnablc the incumbcrit pro\.iclei- to i-cco\.c~- i t s  
capitul costs."). 

shoi-t-run ~~ ;is do t l ic otlicr I I ~ I ~ c ' s  - by seeking to lock in the curreiit iiiis ofteclinologies. 
routes a n d  otl ici-  nct\\orli atti-ibutcs ( o r  pcriiiitting only t he  iii i i ior cliaiigcs iii such 
:itti-ihtites anticip;ited 01 cr  :I -3-ycar plaiining Iioi-i7oii). 

b u t  they arc not 11c ii-ily i nco i i s i s ten t  Lvitl i  tlic reco\.ci-y of capital costs .  I'or OLII- 

IJ t~ellSoutI1 op. C'olnrnellts ; I t  3 ,  01'cOLlrsc. ;Is sllggcstcrl ~rbo\~c.  I3ellSoLltll clllblaccs tl1c 



-32. I n  their Opening <'oiniiiciits, scver:tI ILI'Cs advocate ;I cost  stnnclard that 

inc ludes  both the SRlC ol ' the capncity additions aiid operating costs anticipated during 

the nest three to fi\,e )'eal-s [ i / r / . Y  the i q 3 ~ O d i l ~ t ~ O l i  costs of assets that do /io/ nccd to be 

acqiiiretl o r  replnccd driring thc nest three to tive years. 111 addition, they seek to 
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\Vi l l i? dciiionstratcd, tlic cost  prct i i i t tm rcceivcd by pi-oviclcrs of' picccmcal additions to 

I L E C  plant i s  ccoiioii i ically 1-atioiial otily I~ecausc a iiiajoi-ity of' the ILIrCs' :isseis are 

si1111.: ~ iii;iking rLitional tlic option of'ixiying ;I higher uni t  pr ice lor the piecemeal capacity 

additions. The pIoi~os;ils coi i tai t icd in tlie ll.l;Cs' Open ing  Comments seek to exploit  t h i s  

i i iconsistency even fiirthcr ~~ in their cfli)rts to gcnei-ate UNI' pi-ices that are 21s high as 

po<sihle ~~ by argiting t h a t  these higher i i i i i t  prices that ai-c ctirrcntly p;iid fhr pieccmenl 

cspaiisioii oftheir  tiet\\'orlis arc the appropi-iatc unit prices for use i i i  calculat ing the 

I S  



associnted w i t h  siicli :I large rintlci-taking would certainly ircsiilt i n  i init prices froln 

supplici-s and cotit iuctoi.s competing for ;I sIi;irc ol'such a iiiassI\,c project that are 

ac h i evuh I e \v 11 e11 pe r 1i)riii i iig pi ccei i i  ea I c s pa 11s ion. 

-37. I'i-icc5 ;it t he  le \ ,c l \  ad\oc;itcd I>> ,  t l ic l l . l < C ' $  could t r o t  I>c ~t is ta ine t l  i i i  

coiiipctiti\.e 'contcst:ihlc iiiarkety a n d  ;ire. thcrcli)rc. 11:itly iiicorisistcnt \\,it11 the pr inciples 

t h a t  t l ie  NPRM recognizes are the l i iu i i i l a t ion  o f  ccoi ion i ica l ly  rntionnl pricing stnnilai-tls. 

i n e  I i i c l  i iig T13L R IC'. I I. ;I 11101-c c flic i c i i t  tecliiiolog y clcvelops. 01- ;I i i ioi-c e I'lic i c i i  t 

opportunity to i-oritc cables ctncrges in  coiiipctiti\~c'c.cintc~t;il~le iii:irl,ets3 tlic conipctitor 

employ ing legacy technologies i n  legacy conl igrirat ions c;iiiiiot charge more tlinn (i.~,.. i t  

cannot valuc its ;issets ;it :i level higher than) i t  \\,ciiild cost a competitor employing state- 

of-the-art technology cl'licicntly deployed to cntci- tlic market 

widcspre:id market ciit~-y alld loss o f  cus tomers  

doing s o  \vould risk 
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